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How We Got HereHow We Got Here

!! Regulation in 70’s and 80’s sent contradictory signalsRegulation in 70’s and 80’s sent contradictory signals
–– “Gas Bubble” developed“Gas Bubble” developed

!! Demand resumed growth in the late 1980’s, butDemand resumed growth in the late 1980’s, but
prices remained low as we used up spare capacityprices remained low as we used up spare capacity

!! We burned through our gas bubbleWe burned through our gas bubble
!! Then we used up the Canadian shut-in capacityThen we used up the Canadian shut-in capacity
!! The pantry is now emptyThe pantry is now empty
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The present
situation is
deeply rooted
in long-term
fundamental
forces.
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deeply rooted
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fundamental
forces.
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Increasing
decline rates
for new wells
will quickly
erode supply
base.

Increasing
decline rates
for new wells
will quickly
erode supply
base.

Daily Wet Gas Production from Gas Wells, 
by year of Production Start
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Average Peak Production & First Year Decline per Well, 
by Year of Production Start:  Total U.S.
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Dry Gas Production Estimate @$2.50/ Mcf
Result: 1.5% per Year Decline

Projection
@$2.50/Mcf

Gas Supply:  Hard to MaintainGas Supply:  Hard to Maintain

!! Underlying production declines continue to accelerateUnderlying production declines continue to accelerate
!! Preliminary data suggests 2001 wells’ production willPreliminary data suggests 2001 wells’ production will

decline by >50% in the first 12 monthsdecline by >50% in the first 12 months
!! Supply will decline at $2.50 per McfSupply will decline at $2.50 per Mcf
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Resource Exists, but Access Difficult and More ExpensiveResource Exists, but Access Difficult and More Expensive

Rocky Mountains
111 TCF

• Land Access & Environment
• Deep Tight Gas Technology

• Environmental Permits

• Small, Low Rate Fields

• Deep Water Technology

• Pipeline 
Capacity

Scotian Shelf
16 TCF

Western Canada
105 TCF

Gulf Coast Onshore
86 TCF

Sources:  Potential Gas Committee 1998, Canadian National Energy Board 1999

US Pacific Onshore
8 TCF

Mid-Continent
93 TCF

PRODUCING AREAS: 674 Tcf

Gulf Coast Offshore
72 TCF

• Small, Low Rate Fields
• Deep, Tight Plays

Northeast US
48 TCFCoal Bed Methane

133 TCF
• High Production Cost

Development is
limited by
impeded land
access,
deteriorating
economic
viability, and
technological
capacity.

Development is
limited by
impeded land
access,
deteriorating
economic
viability, and
technological
capacity.
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Alaska North Slope
79 TCF

Mackenzie/Beaufort
64 TCF

Yukon/NWT
11 TCF

•Pipeline
•Arctic Technology
•Environmental Permits

•Pipeline
•Arctic Technology
•Environmental Permits

•Pipeline
•Environmental Permits

U.S. Pacific Offshore
10 TCF

•Drilling Moratorium

•Drilling Moratorium

NON-PRODUCING AREAS: 184 Tcf

Sources:  Potential Gas Committee 1998, Canadian National Energy Board 1999

Frontier Areas - No Short Term HelpFrontier Areas - No Short Term HelpFrontier Areas - No Short Term Help

Note:  Reserves are classified as “speculative” by PGC  

U.S. Atlantic Offshore
and Eastern GOM

19 TCF

The most
economic
means to large
production
increases
would be
access to
underexplored
coastal areas.

The most
economic
means to large
production
increases
would be
access to
underexplored
coastal areas.

Once
exploration
begins,
reserves could
increase by 5 -
10 fold.

Once
exploration
begins,
reserves could
increase by 5 -
10 fold.
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The Resource FrontierThe Resource Frontier

!! Economics of gas so far have allowedEconomics of gas so far have allowed
development of mostly conventional resourcesdevelopment of mostly conventional resources

!! Technological innovations have recently openedTechnological innovations have recently opened
tight gas and coal bed methane for developmenttight gas and coal bed methane for development

!! Very large resources base remains uneconomicVery large resources base remains uneconomic
with current technologywith current technology
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The E&P
industry is
pushing
technology to
tap resources
beyond
conventional
gas.

The E&P
industry is
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technology to
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beyond
conventional
gas.
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Time or Cumulative Discovery Wells
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Finding the Big Fields

Diminishing 
Returns -
Small Finds

Basin Exhaustion S-Curve

Source:  APC internal

Basin Exhaustion
is a geologic
reality.

Basin Exhaustion
is a geologic
reality.

Understanding the Basin

Obstacle: Basin ExhaustionObstacle: Basin Exhaustion

!! Picture the life of a basin as an S-CurvePicture the life of a basin as an S-Curve
–– Early efforts find small fields as knowledge growsEarly efforts find small fields as knowledge grows
–– Explorers quickly find the largest fieldsExplorers quickly find the largest fields
–– Remaining fields are smaller and harder to findRemaining fields are smaller and harder to find
–– Incremental discoveries add fewer reservesIncremental discoveries add fewer reserves
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Basin Exhaustion in Practice
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Even at high prices
and increased
activity, some
basins are so
exhausted that
production decline
is inevitable.

Even at high prices
and increased
activity, some
basins are so
exhausted that
production decline
is inevitable.

Basin Exhaustion in Practice: the GOM ShelfBasin Exhaustion in Practice: the GOM Shelf

!! Increasingly difficult to add reserves in SW GOMIncreasingly difficult to add reserves in SW GOM
–– First 1000 discoveries yielded >40 BBOE of reservesFirst 1000 discoveries yielded >40 BBOE of reserves
–– Next 1000 discoveries will generate max 6 BBOENext 1000 discoveries will generate max 6 BBOE

!! Production cannot overcome reality of declining resourceProduction cannot overcome reality of declining resource
!! Mid-Continent in a similar predicamentMid-Continent in a similar predicament
!! Texas still somewhere in upper-middle of the curveTexas still somewhere in upper-middle of the curve
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Over time, the
industry has
migrated to areas
that are on the
bottom or middle
portions of the S-
curve.

Over time, the
industry has
migrated to areas
that are on the
bottom or middle
portions of the S-
curve.

Seeking Fresh BasinsSeeking Fresh Basins

!! Departure from traditional “Oil Patch” - Texas, Louisiana,Departure from traditional “Oil Patch” - Texas, Louisiana,
Oklahoma, GOM ShelfOklahoma, GOM Shelf

!! Increase in Rocky Mountain states & Deep GOMIncrease in Rocky Mountain states & Deep GOM

Change in Gas Production:
1995 vs. 2000

Source: EIA, APC

Green = increase
Darker green is greater increase

Red = decrease
Darker red is greater decrease
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Obstacle: Dearth of Good ProspectsObstacle: Dearth of Good Prospects

!! Industry MUST explore to achieve growthIndustry MUST explore to achieve growth
!! Most drilling continues to focus on exploiting theMost drilling continues to focus on exploiting the

discovered resource basediscovered resource base
–– Lack of geo-scientists has left exploration inventories leanLack of geo-scientists has left exploration inventories lean
–– Some producers are actually giving back rigsSome producers are actually giving back rigs
–– Expect rigs to drill increasingly marginal wellsExpect rigs to drill increasingly marginal wells

US Gas Exploration Drilling Activity
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Infill drilling is
unlikely to add
significant
supplies.

Infill drilling is
unlikely to add
significant
supplies.
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Obstacle: Hardware ConstraintsObstacle: Hardware Constraints

!! The current fleet of rigs and other infrastructure dateThe current fleet of rigs and other infrastructure date
back twenty years or more.back twenty years or more.
–– Incremental rigs show declining productivityIncremental rigs show declining productivity
–– The capabilities of the rig fleet do not match theThe capabilities of the rig fleet do not match the

requirements of tomorrow’s wells.requirements of tomorrow’s wells.
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The costs of
carrying out
E&P
programs can
rise
dramatically,
reducing the
ersults of the
activity.
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Obstacle: Human Resource ConstraintsObstacle: Human Resource Constraints

!! Service industry having difficulty attracting peopleService industry having difficulty attracting people
!! Few experienced geo-scientists remainingFew experienced geo-scientists remaining

–– Focus on near-term performance has led to layoffs insideFocus on near-term performance has led to layoffs inside
companiescompanies

–– Small prospect generators are retired/retrainedSmall prospect generators are retired/retrained
!! Building experience requires time and mistakesBuilding experience requires time and mistakes

GEOSCIENCE DEGREES GRANTED 1980 - 2000
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Relentless
reductions in
manpower
have eroded
industry’s
capacity to
grow
organically.

Relentless
reductions in
manpower
have eroded
industry’s
capacity to
grow
organically.
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Today's Gas Price & Gas Rigs 4 
Months from now (since 97)

R2 = 0.8336
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Supply shrinks
quickly as falling
prices reduce
activity; however,
even high prices
and activity cannot
grow supply
dramatically.

Supply shrinks
quickly as falling
prices reduce
activity; however,
even high prices
and activity cannot
grow supply
dramatically.

U.S. Gas Production Growth Curve:  
Significantly More Elastic on Downside
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Break Even at $3.25 Mcf, or 730 rigs 

Avg $/Mcf
2002 - 05

Meeting historical
demand growth rate
of 2% takes $5.00+

gas & 900+ rigs

Growth Requires Higher Mean PriceGrowth Requires Higher Mean Price

U.S. Gas Prices Lead Rig Count
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Except for historical information, all other information in this
presentation consists of forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995.
Anadarko believes that these forward-looking statements are based
on current, reasonable and complete information and assumptions.
However, a number of factors could cause actual results to differ
materially from the projections, anticipated results or other
expectations expressed in this release.  While Anadarko makes
these forward-looking statements in good faith, neither Anadarko nor
its management can guarantee that the anticipated future results will
be achieved.  Reference should be made to Anadarko's Securities
and Exchange Commission filings for additional important factors
that may affect actual results, including the section entitled
"Additional Factors Affecting Business" in the Management's
Discussion and Analysis (MD&A) included in the company's 2001
Annual Report on Form 10-K.


